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SUBJECT: Enpl oyer Qualified Wages Paid For Production O Tel evision Program O
Movi e
SUMVARY
This bill would provide a credit equal to 10% of qualified wages and sal ari es

paid to enpl oyees and contractors retained by the taxpayer in connection with the
production of a television programor notion picture produced entirely in
Cal i fornia.

EFFECTI VE DATE

As a tax levy, this bill would becone effective imediately and would apply to
taxabl e or incone years beginning on or after January 1, 1999.

LEG SLATI VE H STORY

SB 1086 (1995/96).

SPECI FI C FI NDI NGS

Exi sting state and federal |laws allow a taxpayer to deduct expenses paid or
incurred in the ordinary course of a taxpayer’s business (e.g., enployee wages
and benefits).

Exi sting state | aw provides various tax credits that are designed to provide tax
relief for taxpayers who nust incur certain expenses (e.g., renter’'s credit) or
to influence behavior, including business practices and decisions (e.g., research
credits). For instance, taxpayers engaged in a trade or business in an econonic
devel opnent area are allowed a hiring credit for a certain percentage of
qual i fi ed wages paid to qualified enpl oyees.

This bill would provide a credit equal to 10% of qualified wages and sal ari es
paid to enpl oyees and contractors retained by the taxpayer in connection with the
production of a qualified television programor qualified notion picture.

This bill would provide definitions for “qualified wages and sal aries,” “notion
picture,” and “qualified tel evision programor qualified notion picture.”

This bill would provide an indefinite carry forward of any excess credit. Since
this bill does not specify otherwise, this credit would not reduce regular tax
bel ow tentative m ni num t ax.
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Pol i cy Consi derati ons

This bill would raise the follow ng policy considerations.

1. Mbst wage-based incentive credits in existing |aw define qualified wages
as a percent of mninumwage, rather than allow ng credit conputations
based upon the full amount of wages paid.

2. This credit may raise constitutional issues with regards to interstate
commerce because it would allow the credit only where the novie or
tel evision programis produced entirely in California.

3. Incentives are typically designed to encourage future behavior. This
bill would give a credit for wages already paid (from January 1, 1999)
and for enployees currently enployed in the production of novies or
tel evi si on prograns.

4. Conflicting tax policies cone into play whenever a credit is provided for
an expense itemfor which preferential treatnment already is allowed in
the form of an expense deduction or depreciation deduction. This bil
woul d have the effect of providing a double benefit for deductibl e wages
and salaries. On the other hand, nmaking an adjustnent to limt
deductions or reduce basis in order to elimnate the doubl e benefit
creates a state and federal difference, which is contrary to the state's
general conformty policy.

5. In addition, this bill would allow taxpayers | ocated within an enterprise
zone to claimboth this credit and the enterprise zone hiring credit
based on the same wage. The enterprise zone credit provisions do not
restrict the taxpayer to one credit based upon a single enpl oyee.

6. This bill does not specify a repeal date or limt the nunber of years for
the carryover. Credits typically are enacted with a repeal date to all ow
the Legislature to review their effectiveness. However, once a repea
date has been added and the unlimted credit carryover is allowed, the
department would be required to retain the carryover on the tax forns
indefinitely. Recent credits have been enacted with a carryover limt
since experience shows credits are typically used within eight years of
bei ng ear ned.

| npl ement ati on Consi derati ons

This bill provides that, to be a “qualified television prograni or
“qualified notion picture,” the television programor notion picture nust be
“produced entirely within the state.” However, the definition of “notion

pi cture” includes any phase of production, whether the production “is
completely finished, that is produced, adapted, or altered . . . .” The
bill provides no further definition of “qualified television program” By
stating varying criteria, the bill |eaves unclear whether the entire notion

picture or television programmust be produced in California, or whether,
for instance, a notion picture made in New York (at an assunmed cost of $10
mllion) and then “altered” in Hollywood (cut, sound track added, etc.) (at
an assuned cost of $2 million of which $1 million is qualified wages) woul d
qualify for a credit of $100,000 (10% of the $1 nillion in qualified wages).
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The definitions of “qualified wages and salaries,” “notion picture,” and
“qualified television programor qualified notion picture” are unclear. The
meani ng of “retained” with respect to contractors also is unclear. In
addition, the bill does not define “television prograni or “produced.”
Further, this bill |eaves unclear the neaning of the phrase “retained by the
t axpayer in connection with the production . . . .” Unclear and undefined

terms may cause di sputes between taxpayers and the departnent. Departnent
staff is available to assist the author with any necessary anendnents.

FI SCAL | MPACT

Depart nental Costs

The department’s costs to adm nister this bill cannot be determ ned unti
i npl enent ati on concerns have been resol ved.

Tax Revenue Esti mate

The revenue inpact of this bill is estimated to be as shown in the foll ow ng
t abl e:

Revenue I nmpact of AB 358, As Introduced February 11, 1999
Effective January 1, 1999: Assunmed Enacted after June 30, 1999

$ MIlions
1999- 00 2000-01 2001-02
($81) ($136) ($175)

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussi on

The revenue inpact of this nmeasure woul d depend on the amount of qualified
wages paid for qualified productions and the tax liability of qualified
t axpayers.

Qualified wages were estimated from data provided by the California

Enpl oynent Devel opnent Departnment (EDD). EDD provides enpl oynent data for
SIC Code 781 (Motion Picture and Video Tape Production). EDD provides
average weekly earnings for all people enployed in SIC Code 78. O her
activities within SIC 78 include drive-in and wal k-in theaters (SIC 783) and
video tape rentals (SIC 784). This estimate assunes that average wages in
SIC 781 are not significantly different fromthe average for SIC 78 as a
whol e.

Fromthis data, it was estimated that total wages paid in California for
workers within SIC 781 anpbunted to about $10 billion during 1998 (153, 000
enpl oyed at $1, 292 per week for 50 weeks). This amount was reduced by 20%
to account for the collective bargai ning pay scale requirenment and AMI
(alternative mninumtax) limtations. According to IRS statistics, about
4% of wages and salaries in SIC 781 are officer conpensation. Reasoning
that officers’ pay would be disqualified by the union wage/collective
bargaining restriction, the qualified costs were reduced by another 4%
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EDD data al so reveal that the average annual growth rate of enploynent in
SIC 78 was 6.6% and for weekly wages was 6.6% for the period 1995 through
1998. These growm h rates were used for projecting qualified costs for the
out years of this bill. The anmount of credit that may be applied agai nst
tax liability was estimated froma mcro analysis of corporate returns for

SI C Code 781.

POSI T1 ON

At its March 23, 1999, neeting, the Franchise Tax Board voted 2-0 to take a
neutral position on this bill.



